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Abstract

This paper reports on arecent survey of business leaders and civil servantsin eight African
countries. Most respondents see major problems with governance, though across countries there
is a perception of improvement. This raises the risk of unmet expectations should the pace of
reform slacken. Many respondents belong to business associations, which have been set up or
revitalized during the 1990s to perform monitoring and advocacy functions for members. The
associations are reported to carry out these tasks reasonably well. Another finding is the
existence of a modest perception gap between the private and public sectors, which suggest that
more needs to be done to improve feedback from business constituencies to government
regulators and lawmakers. All in all, the study provides grounds for wary optimism about
governance in the region. The challenge will be to keep on making progress without losing the
perception of progress.
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INTRODUCTION

This paper reviews results of a survey of business leaders and civil servantsin eight countriesin
sub-Saharan Africa (henceforth smply Africa), conducted in late 1999 through mid-2000. The
survey asked some 800 private and public sector managers and decision-makers how they saw
the national business climate and the relationship between business, government, and public
policy in their countries.*

Motivating the study was a desire to deepen our understanding of the development challenges
Africacurrently faces. While exceptions exist in this vast and diverse region, Africa as a whole
has gone through aterrible “ growth tragedy” over the past two decades (Easterly and Levine
1995). No comparable drop in income and living standards has befallen any other large part of
the developing world during that period, and indeed many countries on the Pacific Rim have
made huge gains in output since 1980.

Endemic disease, tropical location, landlockedness, and many other factors have been evoked to
explain Africa’ s economic troubles. Among these harmful factors, poor governance is widely
acknowledged to be among the most decisive, though again caution should be exercised in
extrapolating from regional trends to circumstances in any particular country. Governance
concerns the state’ s capacity to “develop an efficient and effective public management
process...[and] to deliver basic services,” according to the United States Agency for
International Development (1998) definition. The United Nations Development Program (1997:
2-3) describes governance as the exercise of authority to manage a country’s affairs. Good
governance, according to the UNDP, is participatory, transparent, and accountable. The World
Bank’s (1994: xiv) definition is similar: the manner in which power is exercised to manage
development, which the Bank suggests works best when procedures are clear and decisions are
responsive to public demands.

Governance in Africais believed to diverge widely from this model. On the demand side, the
private sector has lacked the capacity to put pressure on the state to provide public goods. The
weaknesses of indigenous business and the absence of an autonomous class of capitalists have
diminished the possibilities for local businesses to take the lead in pressing their policy needs
(Tangri 1998). On the supply side, many African states have taken on an expansive role far
exceeding their modest capabilities. Historically, these states have attempted to occupy the
“commanding heights’ of the economy, trying through state-owned enterprise to jumpstart
industrial development and economic modernization, but ending up producing low quality goods
and services and making losses. These states also have tried to micro-manage the actions of
private business, often strangling private initiative and enterprise. The extent of bureaucratic
control exercised by African governments has created bottlenecks, bred corruption, and wasted
resources that could have produced desirable public goods. Meanwhile, indispensable

! To avoid duplication of effort and to limit survey fatigue among African dlites, this study was carried out in
conjunction with parallel but larger studies by the World Economic Forum (2000) and World Bank. These studies
had a common core of questions, but the questionnaires were different. USAID’s EAGER project funded most of the
cost of survey administration in the eight countries. The data were shared with the Bank and the Forum. For
summary evaluations including several other African countries, see the Africa Competitiveness Report 2000-2001
(World Economic Forum, 2000).



government functions such as security, contract enforcement, and infrastructure have been
neglected. This has discouraged individuals and firms from taking risks or making non-
speculative, long-term investments (Goldsmith 1998). On the contrary, the absence of supportive
financial, state and socia institutions has inhibited trust and accountability, impeded the access
to capital, and interfered with labor market flexibility and sub-contracting (Pedersen and
McCormick 1999). In the worst instances, states such as Liberia, SierraLeone, and Somalia have
collapsed, losing altogether the ability to exercise effective central authority, and creating
international security problems on top of economic collapse at home.

Given the dysfunctions of many African states, escape from regional economic and financial
malaise entails reinforcement of local and multinational business. A strong business sector does
not occur spontaneously as a result of competitive economic forces. The state plays a pivotal role
in creating an enabling environment within which companies can invest and expand. Contrary to
aprevalent view among conservatives, market-based development is not mainly a matter of the
state “getting out of the way” of the private sector, though deregulation and privatization still
have along way to go in Africa. Market-based devel opment comes about where the state
supplies the security, services, and predictability the private sector needs to innovate and work
efficiently. Profit-seeking activity languishes unless there is a capable state that can fashion a
sanctuary within which the profit motive and price mechanism can work (Grindle 1997).

To encourage saving and the funding of new business ventures, it follows that African states
should refocus on fundamentals such as law and order, roads, financial stability, and social
services, notably health and education (World Bank 1997). Business people should have fair but
not untoward opportunities to learn about and influence the state’ s decisions that affect their
industry. There should be opportunities for labor groups, consumers, environmentalists, and
other non-business interests to have a say, as well, so that through their efforts they may help
offset excessive demands by the profit sector. The state should broker these competing demands
to keep a broad base of support for its economic policies, and to make adjustments as changing
circumstances dictate.

Accordingly, many African governments have undertaken governance reforms over the past
decade. Under pressure from disenfranchised groups at home, and with support from
international donor organizations, they have introduced measures aimed at increased
transparency and accountability. This involves making policy information more readily available,
opening up decision-making processes, and holding public officials to task for efficient use of
resources and achievement of outcomes. Many African governments have incorporated a wider
range of views expressed by organized interest groups in the formulation of policies. Attempts
have aso been made to redefine the state’ s role by reducing interference in commerce and
“leveling the playing field” for economic activity, with greater empowerment of non-state actors.

Despite official enthusiasm for governance reforms in Africa, however, the processis only
beginning to be studied systematically from a cross-national perspective. Are the reforms
working from the point of view of business? Are they sustainable? This paper looks at these
issues, and in particular at the patterns and consequences of business association activity. It tries
to shed light on the long-standing debate whether organizations that speak for corporate interests
are part of the problem in bad governance, or part of the solution.



IMPROVING GOVERNANCE: INTEREST GROUPSOR CIVIL SOCIETY?

Two broad theoretical approaches have been advanced to explain the quality of governance that
exists in a country. They suggest quite different roles for business associations and different
strategies for promoting reform.

Public choice

Thefirst approach is based on rational behavior and public choice. Shown the sorts of failuresin
governance that regularly occur in Africa, public choice theorists will 1ook for evidence of “rent-
seeking” behavior by well-placed and obstructive interest groups (Niskanen, 1971; Olson, 1982).
Economic rents are policy-induced gains that would be absent in a competitive market. These
artificial payments include extra money made from licenses, tariffs, tax incentives, public
contracts, and direct subsidies. It makes sense for individual interest groups to demand
government-produced rent, but the net results are sub-optimal from society’s point of view. Such
“market distortions’ are tolerated because they make strategically placed groups better-off even
as they harm the general public. Lobbying by specia interests continually pushes the state to
adopt new policies that generate additional rents, and to spurn economic reform (such as trade
liberalization or deregulation) that would improve the well-being of the nation but reduce the
production of rents. Lawful lobbying for rents often leads to illegal payoffs, kickbacks, and other
corrupt forms of political influence.

Policy-oriented business associations are among the worst offending interest groups in many
parts of the world, according to the public choice school of thought. Their special pleading
perpetuates inefficient government programs that help afew firms at the expense of the larger
society. The implicit solution is for governments to muster “political will” and push reforms
through over the objections of entrenched interests, getting help in this task from the donors
(Brautigam, 2000b.)

Pluralism

An alternative pluralist theory of interest group behavior holds that that development involves
the breakdown of birth-based (“ascriptive”) group membership, and a corresponding risein
voluntary and formal organizations based on “acquired” status (such labor unions, professional
bodies, or business associations). Poor governance in Africais seen as resulting from
factionalism and clientelism based on ascriptive characteristics, which has diminished the
possibilities for commercially-oriented interests to push for their policy needs. The domestic
entrepreneurial elite has been apt to be dominated by people of Asian, Middle Eastern, or
European ancestry, whose ethnicity made them a convenient scapegoat for nationalist politicians
and inhibited the emergence of effective business pressure groups.

From a pluralist perspective, the atomization and muzzling of business interests suggests Africa
might be better off were firms better co-ordinated and able to speak out collectively on public
affairs. International experience suggests that when economies suffer from policy distortions,
business as a whole can become lobbyists for rent-reducing reform (Haggard et al. 1997, p. 51).



It is up to the private sector to demand the state take steps to reduce information asymmetries
among firms and government agencies, and to shrink the cost of resolving disputes and enforcing
contracts. Corporate lobbying is, of course, mainly aimed to enhance industry revenues and
reduce industry costs; but it may help workers and consumers, too. Unlike public choice theory,
however, pluralism contends that the side-effect of corporate lobbying may be economic reforms
that indirectly or inadvertently serve the wider community, rather than always or solely
additional government-produced rents for the lucky firms.

Pluralists thus ook at business associations from afavorable angle, as potential sources of socio-
political diversity (Moore and Hamalai, 1993). Poor governance is seen to result not from too
much business political influence, but from too little or the wrong kind. Countries need “agents
of restraint” on arbitrary or unaccountable behavior by government officials (Collier and Pattillo,
2000). Business associations may work as a countervailing power to other interests, including
individual companies that have cut special deals with government for themselves.

Business associations have existed for years in many African countries, but only recently have
they started to establish themselves as an important feature of public life in much of region.
The Uganda Manufacturing Association, for example, was founded in the 1960s but |apsed
during the unrest of the 1970s before being revived in 1988. The group currently claims some
700 members from the public and private sectors. The United States Agency for International
Development worked with the manufacturing association in the early 1990s to create a Uganda
National Forum as a voice for economic policy recommendations. The National Forum was
abandoned after four years, but the World Bank stepped in with support for another umbrella
group of business promotion organizations, the Private Sector Foundation (Brautigam, 2000a,
p. 261).

Good governance calls for good business-government communications. Critical is for public
officials to understand how their decisions affect companies, which they can best find out by
being “petitioned for redress of grievances,” to paraphrase the United States Constitution.
Likewise, business leaders need to understand the reasons for government policy and anticipate
changesin it. Acting by themselves, individua firms may not be capable of taking part
effectively in thisinterchange. Thisis especially so for smaller firms. They seldom have the
expertise and staff time to engage in policy analysis and political action. Membership in a group
of like-minded businesses may empower these smaller firms to participate in dialogue with
government that would be denied them as individual units. Business associations in some
countries have proven an effective transmission belt for the two-way exchange of public policy
information. Whether or not associations can influence proposed and prospective changesin
public policy, members at least gain time to adjust their behavior in anticipation of government
action. Government gains, too, by receiving data that has been aggregated and checked for
accuracy first (Maxfield and Schneider, 1997, p. 9). The result is better policy making and,
hopefully, better economic performance in the long run.

Not only do business associations hold the potential to expand the range of issues up for public
consideration and debate. They aso can play a more general part in development by building
social capital, though this contribution is harder to ascertain. As defined by many social
scientists, social capital reflects the capability of people to form organizations and take on group



tasks, which isimportant for social and economic progress (Putnam, 1993; Fukuyama, 1995).
Like physical capital or human capital, socia capital increases productivity. Unlike those other
factors of production, however, socia capital isintangible (Coleman, 1990, p. 302). 2 It is based on a
matrix of personal connections, mutual obligations, and a shared sense of purpose. Business
associations can add to society’ s stock of social capital, to its accumulated capacity for collective
action and mutual aid.

RESEARCH QUESTIONS

The patterns and consequences of business association activity have not been systematically
studied from a cross-national perspective in Africa. Does it fit the collaborative model proposed
by pluralism, or the collusive model seen by public choice theory? This study aimed to learn
more about four facets of the business-state relationship in the region.

First, how successfully African business and trade associations were seen to be in representing
the broader business point of view with decision makers, and in keeping their members informed
of current and proposed public policies. Developing countries are full of business associations
that exist mainly on paper (Doner and Schneider, 1999). African business associations are
sometimes accused of being underfunded, dependent on foreign aid donors, and having little
impact on policy making (Temu and Drue, 2000). To what extent do managers support these
kinds of criticisms?

A second issue was possible differences between companies and associations in their perception
of association capacity and responsiveness. Principal/agent theory suggests that business
association staff are apt to use these organizations for their persona aggrandizement and to work
against members' interests. In an agency relationship, the person taking action is called the
agent, and the affected party is the principal. Given information asymmetries (the principle
cannot monitor everything the agent does, and the agent has incentives to conceal certain
activities) there is bound to be some shortfall in performance. Were these principal/agent
tensions perceived to be significant by member firms?

A related item is the ways industry structure affects business associations. Different companies
often have conflicting interests due to size, location, or other factors. For example, importers
want the exchange rate to appreciate to make their goods more attractive to local consumers,
whereas exporters want devaluation to increase the value of their foreign sales. Where resources
are unevenly distributed, say between one leading firm and many smaller ones, the incentive is
for the dominant player to take direct, unintermediated action (Schmitter and Streeck, 1999, p.
27). Small firms, on the other hand, may have difficulty mobilizing for collective action. If large
and small firms are in the same association, do the larger groups take charge and ignore the
voices of other members? Do small members feel coerced and overwhelmed by the large
members?

2 Economists who have tried to quantify this ethereal resource find that social capital has ameasurable effect in
holding back African countries (Temple, 1998). More generally, Hall and James (1999) find that differencesin
‘social infrastructure’ have a major impact on productivity across regions.
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A fourth set of concernsinvolved relations with the state. Broadly speaking, two approaches
exist for configuring business-government relations: a state-centered or corporatist model versus
a society-centered model. Corporatism tries to engineer behind-the-scenes co-operation among
major interests, who are often represented in compulsory and encompassing organizations. The
society centered aternative is to encourage self-selected interest groups to compete for members
and for favorable policies from state decision makers. Each approach may work or become
dysfunctional. The public choice literature raises concern over the problem of “captured”
bureaucracy, namely that business groups will penetrate the civil service and gain untoward
influence over important aspects of public economic policy making. Equally bad is the opposite
scenario, where bureaucrats ignore business group members' interests and turn the associations
into an arm of the state. In Togo, for example, the official cloth merchants organization has
benefited insiders while working publicly to defend that country’s corrupt government. In
neighboring Benin, however, a more independent cloth merchants’ group that included small
producers served as an agent of reform (Heilbrunn, 1997). Is there evidence of bureaucratic
capture or of excessive state power over business associations in the sample countries?

THE COUNTRY RESEARCH SITES

To learn more about local perceptions of these and other issues, eight national sites were selected
for survey: Ghana, Kenya, Madagascar, Malawi, Senegal, Tanzania, Uganda, and Zambia. While
not chosen as a representative sample of countries in the region, the group contains no obvious
“outliers.” The countries instead share many features with each other and with other African
states. Not only does this facilitate comparisons among the group by reducing the “noise” in the
data and holding constant some of the factors that could potentially shape national governance. It
also makes it possible to draw cautious inferences for Africa more generally.

All the countries are medium sized, with populations ranging from around 10 million to nearly
30 million. Two of the countries are French-speaking, the rest are English-speaking. With the
exception of Madagascar, which has a homogenous population, the others score high for ethno-
linguistic diversity. (Uganda s not rated, but has a high level of diversity nonetheless.) Thisis
important to note when contrasting governance within the group. Any differences in state
capability will probably not be due to demographic or cultural factors, but need to be accounted
for in other ways.

The United Nations rates six of the eight countries as having low human development, and two
as having medium human development. Government consumption levels are similar in al
countries, except for Kenya, where the government consumes a somewhat greater share of GDP.
Per capitaincome in 1998 (using the purchasing power parity method of calculation) falls within
arelatively small band, ranging from alow of $480 (Tanzania) to a high of $1,735 (Ghana). Only
in Uganda did real GDP growth average more than 4.3 percent per annum from 1990 to 1999,
and Uganda was recovering lost ground after economic collapse in the 1980s. Averaging about 1
percent per annum, Madagascar and Zambia experienced adrop in per capita GDP. Even the 4.3
percent rate achieved by Ghana made no significant impact on average income or poverty levels.
Arguably, however, the economic similarities of the countries remain more striking than the
variances. Table 1 presents the basic indicators for all the countries.



Table 1.
Basic indicators for sample countries
million pop, Human GNP per GDPgrowth General  Participa ethno-
1995 Development  capita, rate, 1990- government. tionincivil  linguistic
Index, 2000 1998, PPP 99 consump. as  society diversity

method share of (1995) index
GDP (1999
Ghana 17.1 Medium $1,735 4.3% 11% Low 71
Kenya 26.7 Medium $980 2.2% 17% Low 83
M adagascar 13.7 Low $756 1.7% 8% Low 6
Malawi 9.8 Low $523 4.0% 12% Low 62
Senegdl 85 Low $1,307 3.2% 11% Low 75
Tanzania 29.6 Low $480 3.1% 12% Low 93
Uganda 19.2 Low $1,074 7.2% 10% Uncertain n.a
Zambia 9.0 Low $719 1.0% 10% Medium 82

Sources. World Bank 2000b, 2001, UNDP 1999, Sachs and Warner data set.

Most of the countries receive alow rating for participation in civil society from the United
Nations. Civil society refersto the social domain that exists parallel to the state. A handful of
trade and business associations existed in each country in 1989, with the largest number tending
to be found in the more complex economies, Ghana and Kenya (Bratton and van de Walle,
1996). The number of business groups has grown since then, though araw count is not available,
many new ones having been set up in the 1990s with support from international benefactors.
Reported membership in business groups is widespread in the eight countries we surveyed in
1999-2000. With the exception of Senegal, two-thirds to over 90 percent of respondents
indicated that they belonged to a chamber of commerce, export association, or similar type of
organization. In Senegal, the rate was about half the respondents.

Membership is distributed across large and firms. Looking at all eight countries, aimost al firms
with more than 100 employees that responded to the survey indicated that they belonged to a
trade association or industry group. That is not surprising, given that these bigger firms are
probably savvier about business-government relations. More surprising was the extensive
membership among firms with less than 100 employees. Sixty-seven percent of these smaller
companies reported belonging to a business association, which suggests even these small firms
see advantages in joining with other companies to protect their common interests. we will return
to this issue below.

Governance is apolitica phenomenon, and good governance usually blooms in more open and
competitive political settings. The human rights watchdog organization Freedom House (2000)
currently considers all but Kenyato be “partly free” in terms of civil and political rights. These
political freedom scores suggest that most of the people in the organizations queried had real,
though modest, opportunities to act outside the control of the government and to take part in
public decisions. Regarding the related but somewhat different question of the protection of
economic rights, the right-wing American think tank, the Heritage Foundation (2001), gives all
the countries the same evaluation of “mostly unfree.” This suggests that the economic actors
surveyed had limited, but equivalent liberty in the economic arena, no matter which country.



The political picture of these societies is thus one of emerging yet fragile pluralism. Thisis
important because even fledgling democracies, such aswe find in at least seven of the eight
country cases, can create a political and economic climate that business associations can take
advantage of to push for more favorable treatment by authorities (Lucas, 1997). To the extent
that participatory consultative processes are new and untested, however, the probability is
lessened that business interest groups will work effectively to improve governance and facilitate
a stable environment for private enterprise.

Taken together, the social, economic, and political data suggest the eight countries can readily be
compared. While we ought not overstate the uniformity or deny the importance of unique
domestic histories and circumstances, there is enough common ground among the national cases
to begin to make meaningful inferences about differences and similarities in governance. The
inter-country patterns observed cannot be easily explained as the by-product of divergent
economic or political development.

THE SURVEY

In each test country, survey forms covering a range of questions were administered separately to
leaders of three categories of organizations. private firms, trade associations and chambers of
commerce, and civil servants and public regulators. Roughly 100 organizations were questioned
in each country, the largest number being firms. More than half the firms were small to medium-
sized enterprises, defined as having fewer than 100 employees.

Recent surveys have gone over some parallel ground in regard to investor perceptions about
dealing with the state in Africa (Brunetti et al., 1997; World Economic Forum, 1998). The
present study breaks new ground regarding perceptions of African governance, however. First,
business association staff was interviewed in each country, in addition to corporate officials. For
triangulation, we also were concerned with the views and attitudes of African bureaucrats and
politicians.® Accordingly, surveys were administered to representatives of all three sectors—
government, business, and business associations.” This makes it possible to assess the extent to
which these participants in policy debate see the world differently. Do they communicate with
each other? Do they share similar views about the needs of business and the economy?

Third, the country samples are much larger and include far more medium-size businesses than
previous surveys. These smaller firms are likely to have different attitudes compared with the
large corporations and multinational enterprises that were over-represented in the earlier studies.
Larger companies have easier access to decision-makers than smaller firms do, whereas small
companies may want to “free ride” on the activities of their larger rivals or collaborators.

The survey was launched in 1999 and continued into the following year. Because different
countries were surveyed at different times, the results are not a scientifically accurate snapshot of

% The useful African Bureaucratic Structure Survey (Court et al., 1999) uses the opinion of asmall number of
experts for each country. Many of its results are similar to those identified here, however.
* Due to administrative problems with the enumerators, no civil servant responses were obtained for Ghana.
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agiven moment in Africa. It should be underlined that the survey probes only what people say
the business and organizational climateislike; it does not ascertain what the climate actualy is
(or even what respondent’ s true thoughts are, as opposed to what they will admit on a
guestionnaire). Concrete government actions form the experience base for perceptions of the
policy environment, but they are only part of the story. There may well be delays in perception,
asit takes time for people to apprehend that governance has changed for better (or worse).
Perceptions are shaped by “spin” and propaganda, as well as by emotional reactions and
unquestioned assumptions that filter reality. Feedback makes perceptions especially important,
however. Subjective appraisals of governance can exert real influence on governance over time.

Thisis due to the self-fulfilling prophecy syndrome. If economic agents as a group see the legal
and regulatory environment for business as risky or rigid, they may withdraw and refuse to invest
or participate in policy advocacy. Those actions may help to produce the very conditions the
agents thought they saw in the first place. Conversely, if economic actors collectively believe the
business and political climate is supportive, and take action to exploit the favorable opportunities
they see, their beliefs may become fact. Capable states convey an aura of good governance.
Understanding the state’' simage is thus a first step toward discerning whether the state's
regulatory and economic management enhances market activity or detracts from it.

HOW BUSINESS LEADERS SEE GOVERNANCE

Business executivesin all eight countries report broad disappointment in their relationship with
government officials. Thisis shown in Figure 1. Respondents were asked to rate their central
government on a scale of 1 to 6 (with 1 being very helpful and 6 being very unhelpful) regarding
its relationship to local business. The mean response varied somewhat across countries, with
Ghanaian business managers expressing the least displeasure with central government. Managers
in Madagascar and Kenya hold the most negative views. But in no country can the overall
perception of governance be classified as very favorable.



Figure 1. Businesses: Please rate your overall perception of the relation
between government and/or bureaucracy and private firms on the
following scale. "all in all, for doing business | perceive the state as:"
Zambia i ‘ ‘ ‘ '
Uganda ' '
Tanzania | '
Senegal ' '
Malawi | =
Madagascar Iﬁ—' | OThree years ago
Kenya ' ' oNow
Ghana I——H ! mTwo years from now
o 1 2 3 4 5 ¢
(1 = very helpful, 6 = very unhelpful)

Source: Author’s calculations.

Part of the reason for this perception is too much red tape, which diverts firm resources from
other pursuits (Emery et a. 2000). We asked what fraction of senior management’ s time is spent
with government officials negotiating or obtaining licenses, regulations, permits, or tax
assessments. The median answer in every country save Madagascar and Malawi was 10 percent
of senior management’ s time. In Madagascar, the median response was somewhat higher. Fifteen
percent of senior management’s time is devoted to such formalities, according to Malagasy
respondents. Malawi evidently has more streamlined bureaucratic procedures, because the
midpoint response was 5 percent of management’ s time. Even that is alarge part of the day to
devote to what should be routine matters. Clearly, the sample countries have along way to go to
create a sustaining and enabling environment for business.

Rising expectations

Despite the negative overall assessment by business leaders, it isimportant to note an
undercurrent of cautious optimism that runs through the survey data. Except for Malawi,
business people in each country have the impression that business-government relations have
improved over the past three years. The current situation is far from ideal, these managers seem
to be saying, but it used to be worse. In most countries, they project that the public policy
environment will continue to get better over the next two years. So some of the governance
reforms implemented in the 1990s are seen as having begun to take effect, with corresponding
small gains in business confidence.

This modestly upbeat view of governance may pose a problem in the future. Since initia
expectations were probably quite low in the eight countries, meeting those expectations may
have been relatively easy. Now managers are looking forward to continued legal and regulatory
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improvements. Should those improvements fail to keep up with the anticipated pace of change,
perceptions could veer the other way. Any downturn in psychology could fuel areal downturnin
the economy, as pessimistic attitudes feed into less political involvement and less investment.
Governments need to be aware of how precarious expectations can be. They may need to speed
up and broaden governance reforms to avoid the appearance of faling behind. On the other
hand, governments do not want to move so fast as to raise expectations to unrealistic heights.
Eventually people will scale back their expectations, but in the meantime the damage is done.
Governments thus need to walk a fine line in managing business perceptions.

Credible commitments

Rising expectations do not hegate managers doubts about government capacity to respond to
business problems. As Figure 2 shows, with the exception of Senegal, they were skeptical of

their government’ s understanding of business problems. In most countries, even fewer managers
thought public officials considered their views when making policies. Finaly, the managers said
government did little to inform them in advance about policy decisions, which might have
enabled the managers more easily to adjust their behavior and make the trade-offs needed to cope
with changed circumstances.

Figure 2: Businesses: Perceptions of government
responsiveness
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The survey put forward several related questions, and found a consistent pattern of skepticism
and criticism concerning the public sector’ s capacity to honor its commitments. Government
credibility has been found to be a key factor in business confidence and economic development
(Borner et al., 1995; Williamson, 1996). Managers like a predictable legal and regulatory
environment because it facilitates planning and risk assessment. In the focus countries, however,
most private managers responded negatively when asked if public officials could be counted on
to follow through on promises. Uncertainty about government policy may be a more serious
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constraint on business than what policy actually is, since doubt can cause private investors to
postpone action indefinitely. Investors may find it easier to deal with harmful policies, aslong as
those policies are settled upon and comprehensible. Private managers also mentioned as a
problem civil service helplessness in avoiding drastic interruptions in government service during
periods of political instability, though the response was somewhat more favorable from Kenyan
and Malagasy businessmen.

Corruption

Political corruption constitutes a widespread challenge to private enterprise in Africa. Corruption
refers to the abuse of political power for private purposes, and it includes such illegal and
unethical activities as payoffs, kickbacks, and extortion. While corruption is pervasive, the
survey suggests there are important intra-regional differencesin its scale, with Kenya and
Madagascar scoring the worst. Respondents were asked how problematic corruption was for
doing business in their country. Of the businessmen and women who answered this question in
Kenya and Madagascar, 88 percent and 91 percent, respectively, said corruption was a strong or
very strong problem. By contrast, 54 percent and 58 percent gave this response in Maawi and
Ghana—still alarge proportion who see corruption as a major impediment to business, but a far
lower share than in the first two cases. The remaining four countries had perceived corruption
that was intermediate between the worst and best cases. Surprisingly, however, across the sample
countries there was no difference in perceived corruption between large and small firms (over
100 versus under 100 employees). It is a problem that appears to affect every size of business
about equally.

Favoritism in public procurement is a common source of corruption. Business people were asked
whether government contracts and other public benefits are awarded based on competitive
bidding basis or to friends and relatives of politicians. Respondents everywhere reported
cronyism and nepotism. This perception was strongest in Kenya, followed by Madagascar.
Respondents in Tanzania and Ghana were the least likely to think that there is preferential
treatment in the awarding of public contracts. Across countries, only a small differencein
perception separated large and small firms, with large firms just slightly less likely to seea
pattern of partiality in government contracting.

Another concrete manifestation of corruption is the demand for “grease” money to speed up
bureaucratic action. Business |eaders were asked whether they had to make irregular,
supplemental payments to acquire basic services such as export permits, business licenses, tax
assessments, or loan applications. In Madagascar, Tanzania, and Uganda the majority of business
respondents said such payments were required, while in Ghana, Malawi, and Zambia,
respondents were more likely to say these expediting payments were rare (see Figure 3).
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Figure 3: Businesses: Perceptions of corruption
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In contrast to mistrust of government’ s policy commitments, the view is that bribery works. A
significant proportion of businessesin all eight countries reported that, when they do pay a bribe,
they are reasonably certain the bribe will produce the intended result. As the darker bar in Figure
3 shows, there was a consistent degree of confidence in the outcome of corruption regardless of
how endemic corruption was reported to be. This finding suggests that these expediting
payments and kickbacks are seen as ‘efficient” in the sense of accomplishing what they are
supposed to accomplish. Corruption does impose a social cost, but the resources are not wasted
from the perspective of the firms making the under-the-table payments. In other words, the data
point to a classic “collective action” or “free-rider” problem. What isrational at the group level
(lowered corruption for al firms) makes less sense at the level of the firm, and creates
disincentives for firms to get together to press for changes (for example, a transparent public
bidding process) that would benefit them all.

An unfortunate by-product may be that companies come to prefer bribery to cleaning up the
policy making process and subjecting themselves to true competition in the marketplace. This
would constrain private sector backing for anti-corruption reforms, notwithstanding the external
economies such measures create by cutting costs for the business community as awhole. Yet
experience from around the world suggests that clean governance reforms usually need the
support of the profit-oriented sector to be implemented (Rose-Ackerman, 1999, p. 205). The
business community may finally move when the price of illegal paymentsis perceived as getting
too high, so that even favored firms seek relief. Watchdog groups such as Transparency
International have an uphill battle lobbying for better governance in African countries if the
appedl is based mainly on collective self-interest. They stand a better chance of building support
when individual companies understand how public honesty can yield concrete benefits for them.

The lega system is not seen as likely to be of much help in combating corruption or carrying out
other functions needed by business. The police in these countries are apt to be given very low
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ratings, and the judiciary does even worse. More managers disagreed than agreed when asked if
their court systems were honest and impartial. They also cited the courts’ failure to enforce
contracts. Again, there were national variations, with Kenya and Madagascar tending to fare the
worst in the eyes of local business people. We also continue to observe the pattern of cautious
hopeful ness, however, with managers in most countries looking forward to gradual
improvements in the capacity of the legal system.

BUSINESS ASSOCIATION PERFORMANCE

As explained above, firms can gain input to policy making through either state-centered or
society-centered participatory and consultative mechanisms. The state-centered or corporatist
model of business-government relations has proven reasonably effective in some of the smaller
countries of Europe, such as Austria and the Netherlands. In this model, the state sets up official,
two or three-way systems of representation, with official apex organizations designated to speak
for the magjor “pillars’ of society, such as labor, business, and the non-profit sector. Many African
countries have adopted elements of corporatism, but the results have been far less noteworthy
compared with Europe.

African political leaders may have a legitimate interest to avoid being besieged by contradictory
Vvoices, yet corporatist arrangements may ssimply be a cover for exerting control over society.
That kind of co-optation compromises the capability of apex business associations to act as
stewards of their members' interests. Nigeria, for example, tried in the late 1980s to get business
to speak with one voice by having the President or Vice President chair regular meetings at
which the private sector would be represented only by the three largest business associations.
There was, however, along history of rivalry among Nigerian business associations, and the
attempt to impose a monopolistic order on the industrial and commercial community did not
work (IDS, 1996).

Society-centered representation through autonomous business coalitions may stand a better
chance of gaining members support. In these sorts of political arrangements, interest groups
exist outside the formal structure of government and need to figure out their own strategies for
gaining the ear of policy makers. An interesting case is the Union Nationale des Commercants et
Industriels du Sénégal (UNACOIS), an organization of 70,000 mostly informal sector traders.
The UNACOI'S merchants are indigenous entrepreneurs who have not been party to the political
patronage that characterizes most business-government relations in Senegal. This organization
asks new things of government, including an end to state-owned enterprises that compete with its
members and an easing of bureaucratic regulations that raise its members' cost of business.
Using direct political action such as strikes and rallies, and working within the establishment to
obtain seats on various consultative bodies, UNACOI'S has become a potent political force and
promoter of economic liberalization (Thioub et al., 1998).

What is the perception in our eight countries? Business leaders in Madagascar, Senegal, and
Uganda saw the trade associations largely in corporatist terms, as arms of the central
government. Thisis not surprising, given the first two countries’ French legal heritage and
Uganda s top-down policy consulting framework, mentioned earlier. In the other five countries,
respondents saw the associations as being more society-centered. There appears to be a slight
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preference for the society-centered approach, though government domination or influence did
not necessarily render the associations irrelevant or dysfunctional in the eyes of the members
(see Figure 4).

Figure 4: Businesses: Business associations (for example the chamber of
commerce or commodity associations) in your country
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As noted, business associations are meant to execute two-way communications. Most business
persons who belonged to associations across the seven countries other than Madagascar,
perceived the groups as fairly useful downward sources of information about public policies. In
Madagascar and, to alesser extent, Uganda members tended to be less sanguine about whether
the associations were effective in upward advocacy with the government. The tepid response
about business lobbying in Uganda is somewhat surprising. These associations often are cited as
success stories by aid agencies, but members have reservations about how well these associations
actually speak for the interests of Uganda’s business community. Interestingly, though,

Senegal ese business associations got relatively high ratings, despite the perception of

government domination.

Across countries, business association members report a greater sense of political efficacy
compared with non-members. For example, association members were somewhat more likely to
concur with the statement: “Public officials (elected or appointed) in your country understand the
problems of business.” Association members also were more apt to say that when their industry
has a problem, government officials would work hard to take care of it. It seems plausible that
joining a business association helps business executives overcome their feelings of helplessness
vis-aVvis the government, though the opposite is possible; people who feel helpless may avoid
business associations in the first place. But if membership does impart a sense of efficacy, that is
further evidence that the associations are improving communication flows, which may help to
demystify government activity and persuade members to give public officials the benefit of the
doubt when they take decisions.
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There also is evidence that belonging to a business association may help to build social capital
and trust among firms. Member firms were likely to say that collusion by their competitors to
limit access to credit, supplies, land, equipment or customers was no obstacle or a minor
obstacle; non-member firms tended to say that collusion was a moderate or major obstacle to
doing business. On the other hand, association members were somewhat more prone to think that
competing companies gained undue advantages by avoiding taxes and import duties. The
experience of collaborating with other companies may dispel some suspicion that one’s business
adversaries are getting ahead through unfair trade practices, not to mention limiting the actual
opportunities for unfair practices. But Africastill has along way to go in bringing business
confidence to a point where individual firms do not routinely suspect that the economic playing
field is being tilted to their detriment.

Agency costs do not appear to be excessive in the business associations under consideration.
Generally, the association staff mirrored the views of their membership. They reported the same
level of unhappiness with government services, along with similar qualified optimism about the
near future. The matching responses point to minimal agency misdirection and to acceptable
communication lines between business associations and their members. Perhaps low agency
costs help explain members' perception that these groups are useful and fair advocates of
members’ viewpoints.

There was little deviation in perception between small firms (under 100 employees) and large
firms (over 100 employees) in the eight-country sample. Both size groups had parallel favorable
views of business associations as sources of information and as vehicles for advocacy and
representation. That finding departs from what might have been anticipated. As mentioned
earlier, it was probable that large and small companies would evaluate these associations
differently, due to the chances for dominance by maor firms and apathy and marginalization of
minor firms. Yet, smaller companies are just as likely to see useful payoffs from association
membership. They do not see business associations as biased toward larger participants. Since
smaller companies are generaly less able to develop and carry out public affairs strategies by
themselves, thisis a hopeful observation. It suggests that business associations may become an
effective voice for emerging local firms that may hold the key to more rapid development and
poverty reduction in Africa.

The survey found that exporting firms (defined as over 50 percent of sales to foreign markets)
had a better impression of business associations compared with other companies. Since exporting
firms are dso likely to be larger, size may account for the difference. In addition, however, it is
possible that exporting firms have greater need for collective action since they have to run the
gauntlet of customs regulations in addition to coping with other government rules and
procedures. Necessity may thus drive them to demand more services from their associations.
Similar factors may explain why mining firms had an above-average positive view of business
associations. Their large fixed assets give them less maneuverability compared with other
companies, and may likewise force them work collectively on policy advocacy and information
provision.
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For the associations to fulfil their functions of interest aggregation and articulation, there
obviously must be contact with government officials. The bureaucracy is critical to the business-
government nexus, which in economically successful countries often is described in terms of
“growth codlitions’ and “embedded autonomy” (Evans, 1995; Lucas, 1997). In this view, East
Asia srapid development is based on internally coherent public bureaucracies that are linked to
the private sector. How much contact between business and government is revealed in the
survey?

The reported level of interaction with civil servantsis considerably higher than it is with elected
officials and politicians. Nearly one-third of the business association personnel (staff lobbyists
rather than members) who responded to this question said they met daily with civil servants to go
over matters of importance to their members; about one-fifth reported weekly or monthly
meetings. Much less frequent contact was reported at the political level—nearly haf the
association personnel said they seldom met with politicians. Still, this leaves about 40 percent of
the association respondents reporting at least monthly encounters with politicians to discuss
business and public policy issues.

Whether these meetings get very far is another question. As noted, business leaders are
somewhat discontented over the ability of bureaucrats and politicians to understand the business
perspective, and to respond to business requests in meaningful ways. Many association lobbyists
clam that their industry does not get afair hearing, agreeing with the statement that officials
were more likely to act in response to demands from other sectors. So the perception of
favoritismis still much alive.

CIVIL SERVANTS

How does the government bureaucracy see governance issues? As mentioned above, to
triangulate the responses from business firms and business associations, we polled civil servants
on parallel questions. It is no surprise that civil servants viewed public officialdom more
positively than did the private sector. On every major question in each country, government
respondents reported themsel ves as more responsive to business views and more transparent in
their actions, compared with business perceptions. What perhaps is surprising is that the gap in
perception was not greater.

For example, Figure 5 reports the response to the following statement: “In general, businessin
your country expects too much of government.” Most business leaders in each country disagreed
rather strongly with the statement. Civil servants, by contrast, were more likely to be neutral
about or disagree only modestly with the statement. Yet, it is interesting how small the difference
in perception is. A fair number of civil servants did not think business expected too much of
government. In general, the data suggest that civil servants are prone to see governance
conditions only marginally differently from the way businesses and business associations do.
They are willing to concede significant problems in governance, even though their biasisto
minimize those problems. They are in accord with private managers that the difficulties are most
serious in Kenya and Madagascar, and somewhat less serious in Senegal and Tanzania. These
patterns suggest that common ground exists in each country for private and public sector co-
operation to continue reforming governance. That is good news.
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Figure 5: In general, business in your country expects too much of
government
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Civil servants have a complimentary impression of the business associations—even more
approving than the impressions of association members. Civil servants tend to agree quite
strongly with the statement that these organizations are a useful source of information about
public policy affecting business. They also say that business associations rather effectively
represent the concerns of business with government decision makers. These perceptions
corroborate other evidence in the survey that African business associations are discharging their
two-way communications responsibilities reasonably well.

One significantly different reported perception was the frequency of contact with the business
community. Only 9 percent of civil servants indicate they meet with business people every day to
discuss policy issues (as opposed to 30 percent of business association |obbyists who reported
daily encounters with civil servants). On the other hand, 39 percent of civil servants say they
have such meetings on a monthly basis (as opposed to 21 percent of association personnel). The
gulf in reported meetings between the groups could be real, not smply a clash in perception, for
private sector representatives could be meeting the same handful of bureaucrats on business
issues repeatedly. If that were so, however, it would help explain why many government
employees are out of touch with the concerns of the private sector.

Civil servants also consistently see somewhat less political or bureaucratic corruption compared
with business people (with the exception of Zambia, where the opposite was found.) It is
understandable that civil servants would underreport bribes and kickbacks, just asit is
understandable that business people might embellish government dishonesty and attribute special
advantages to their competitors. However, both the private and public sectors acknowledge
rampant corruption, even as they quibble over its dimensions. Again, the overlapping perceptions
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suggest the problem must be serious, not the product of people’ s imagination, and they provide a
starting point for business people and civil servantsto talk with each other about how to confront
corruption.

CONCLUSIONS

This study has investigated perceptions of governance in eight African countries. The main
finding is that most businessmen and women, irrespective of firm size, still see magjor problems
with governance. Despite a decade of reform, they find government officials lacking the will or
capability to provide alegal, regulatory, and political environment in which private enterprise
can flourish. Thistends to confirm the broad range of studies that identify continued serious
shortcomings in governance in Africa. The perception, however, is that conditions have
ameliorated somewhat in the past several years, though whether thisis the result of governance
reforms or the halo effect of other factors (an improved world economy, changes in national
leadership) is not clear from this study. What does seem clear is that the eight countries have
taken some steps forward, but still have vast room for improving the business environment and

public policy.

A second important finding concerns business associations. Many such groups have been set up
or revitalized in Africa during the 1990s, with a view to reproducing the advocacy and
informational functions performed by business associations in the advanced and emerging
industrial countries. It has been an open question whether the African groups would represent all
their members' interests, or become captive to the state or be subordinated to the larger members.
The answer seems to be that the associations work reasonably well, keeping members updated on
the policy environment and interceding on members behalf with policy makers. Especially
where these groups are seen as less dependent on government, they are perceived to be
performing reasonably well. African business associations are likely to be a building block for
future progress in governance.

A third finding points to a modest perception gap between the private and public sectors.
Government officials generally believe they are doing a better job than business managers give
them credit for. This may have alulling effect that will slow the pace of institutional reforms.
Then again, government officials do accept that public policy toward businessis deficient in
many ways, even if their disapproval does not register as strongly as it does in the private sector.
Clearly, much needs to be done to improve feedback from business constituencies to African
government regulators and lawmakers, keeping them up to date with the business response to
their actions and inactions. Yet, the perception gap is not so wide as to preclude business and
government co-operation. Barring deep cynicism or apathy, governance problems receive enough
acknowledgement from all parties to be the platform for further meaningful dialogue and reform
in Africa.

The perception gap points to a fourth important observation from the survey: the risk of unmet
expectations. Most respondents to the survey—Dbusiness people, association staff, government
employees—expect governance conditions to improve over the next few years. It will be difficult
to meet these higher expectations simply by continuing the modest governance reforms of recent
years. Yet, not meeting expectationsis likely to produce a letdown that may dampen economic
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confidence and make lobbying for additional market liberalization seem pointless. For the future,
African countries not only need to accelerate the pace and range of reform, but aso to find ways
of keeping alive the sense of momentum so that economic actors do not become discouraged into
withdrawing from the market or from the policy process.

The survey in eight African countries thus provides grounds for wary optimism about
governance in the region. Business associations are emerging that can make a useful contribution
to public policy debates, and government officials seem potentially receptive to this information.
Many of the business and government |leaders quizzed feel a precedent has been set for taking
forward steps in the business environment. The challenge will be to keep on making progress
without losing the perception of progress.
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Appendix

Executive Survey-For Firms

Question format
Many questions included in the survey are of the following format:

Telecommunicationsinfrastructurein your country

Severely limits business activity | 1| 2| 3| 4| 5| 6| does not limit business activity

Circling “1” means you agree wholeheartedly with what is written on the left-hand side
Circling “6” means you agree wholeheartedly with what is written on the right-hand side not limit business activity).

Circling 2: you largely agree with the left-hand side
Circling 3: you agree somewhat with the left-hand side
Circling 4: you agree somewhat with the right-hand side
Circling 5: you largely agree with the right-hand side.

Use of “your firm” or “your country”

This survey is being administered in several countries in Africa. To simplify printing procedures, we have used the terms
“your firm” and “your country” frequently. “Your country” means the country in which you are presently working and
residing. If you are an expatriate, “your country” does NOT refer to the country from which you come. “Your firm”
refers to the firm in which you are presently working. If it is a multinational firm, the term refers to the firm’s operations
in “your country”.

About Your Firm

1. Your firm’s main business is in (choose one)

O  Services O Manufacturing

3 Financial O Mining

3 Other O Textiles, apparel or footwear
O  Agriculture O  Electronics or high-tech equipment
O Forestry O Construction materials
O Energy O  Other (please specify)
2. The number of employees in your firm is
3. What percentage of your firm’s sales are
in your country in East Asia
in bordering countries in North America
in other African countries in South America
in Western Europe
4. Your firm has worked in your country

O less than five years 3 six to fifteen years 0 more than fifteen years
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5. Your firm is (check all that apply)

O family-owned/controlled (more than 50%) O owned or controlled by a small (<5) number of
O government-owned/controlled (more than 50%) investors

3 publicly held 3 other (please specify)

6. Your firm is primarily

3 foreign owned/controlled O domestically owned/controlled

7. What are your firm’s approximate annual revenues?

US dollars local currency

8.  What is the approximate net worth of your firm?

I nstitutions

1. Which of the following would you define as your leading competitor?

O a. Domestic small and medium enterprises O e. Legal imports

O b. Domestic large private enterprises O f. Smuggled goods

O c. State-owned enterprises 3 g. My firm has no competitors
O d. Micro-enterprises/informal sector 3 h. Other (specify)

2. How serious a problem are the following practices of your firm’s competitors?

No obstacle Minor Moderate Major
Obstacle Obstacle Obstacle

a. They avoid sales tax or other taxes 1 2 3 4
b. They do not pay duty or observe trade 1 2 3 4
regulations
c. Foreign producers sell below international 1 2 3 4
prices
d. Domestic producers sell below fair prices 1 2 3 4
e. They avoid labour taxes/regulations ( e.g., social 1 2 3 4
security)
f. They violate copyrights, patents or trademarks 1 2 3 4
g. They collude to limit access to credit, supplies, 1 2 3 4
land, equipment or customers

Comment

3. Recognising the difficulties many enterprises face in fully complying with taxes and regulations, what
percentage of total sales would you estimate the typical firm in your industry keeps “off the books™?

3 a. Noneatall O e. 31-40%

3 b. 1-10% 3d f. 41-50%

3 c. 11-20% 3 g. More than 50% (specify %)
3 d. 21-30%
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4.  The legal system in your country

Now:

is effective at enforcing commercial | 1| 2| 3| 4| 5| 6| is not effective at enforcing commercial
contracts contracts

Five years ago:

was effective at enforcing commercial | 1| 2| 3| 4| 5| 6| was effective at enforcing commercial
contracts contracts

Two years from now:
will be effective at enforcing commercial | 1| 2| 3| 4| 5| 6| will not be effective at enforcing

contracts commercial contracts
5. Uncertain rules, laws, or government policies
impose significant costs on businesses | 1| 2| 3| 4| 5| 6| do not impose significant costs on businesses
6. “In general, information on laws and regulations affecting my firm is easy to obtain.”
To what degree do you agree with this statement?
strongly agree | 1| 2| 3| 4| 5| 6| strongly disagree
7. “In general, interpretations of regulations affecting my firm are consistent and predictable.”
To what degree do you agree with this statement?
Now:
strongly agree | 1| 2| 3| 4| 5| 6| strongly disagree

Five years ago:
strongly agree | 1| 2| 3| 4| 5| 6| strongly disagree

Two years from now:
strongly agree | 1| 2| 3| 4| 5| 6| strongly disagree

8.  Please rate your overall perception of the relation between government and/or bureaucracy and private
firms on the following scale.: “All in all, for doing business | perceive the state as™:

Central/National Government

L1 2] 3] 4] 5] 6]

Now: very helpful very unhelpful
Five years ago: very helpful | 1| 2| 3| 4| 5| 6| very unhelpful
Two years from now: very helpful | 1| 2| 3| 4| 5| 6| very unhelpful

Local/Regional Government

L1 2] 3] 4] 5] 6]
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Now: very helpful very unhelpful

Five years ago: very helpful | 1| 2| 3| 4| 5| 6| very unhelpful

Two years from now: very helpful | 1| 2| 3| 4| 5| 6| very unhelpful

9. Organised crime in your country

imposes significant costs on businesses | 1| 2| 3| 4| 5| 6| gﬁgfnggsteismpose significant costs on

10. Government contracts and other public benefits are awarded

on a competitive bidding basis | 1| 2| 3| 4| 5| 6| to friends (and relatives) of politicians

11. Please evaluate the following statement: “The process of developing new rules, regulations or policies is
usually such that businesses are informed in advance of changes affecting them.”

Always | 1| 2| 3| 4| 5I 6| Never

12. Please rate the overall quality, integrity and efficiency of services delivered by the following public
agencies or services (if the usual provider is private, N/A)

Very Good Slightly Slightly Bad Very
Good Good Bad Bad

Regulatory/Judicial

a. Customs Service/Agency 1 2 3 4 5 6 N/A

b. The judiciary/courts 2 2 4 5 6 N/A
Infrastructure

¢. Roads Department/Public Works 1 2 3 4 5 6 N/A

d. Postal Service/Agency 1 2 2 4 5 6 N/A
e. Telephone Service/Agency 1 2 2 4 5 6 N/A
f. The electric power company/agency 1 2 2 4 5 6 N/A

g. Water/Sewerage Service/Agency 1 2 2 4 5 6 N/A
Human Services

h. Public health care services/hospitals 2 3 4 5 6 N/A

i. Education services/Schools 1 2 2 4 5 6 N/A
Security

j. Police 1 2 3 4 5 6 N/A

k. Armed forces/military 1 2 2 4 5 6 N/A
Policy/Legidlation

. Central government leadership 1 2 3 4 5 6 N/A
(President/PM/Cabinet)

m. The Parliament 1 2 2 4 5 6 N/A
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13. How would you generally rate the efficiency of government in delivering services?

Central/National Government

Now: very efficient l 1I 2| 3' 4| 5' 6| very inefficient
Five years ago: very efficient | 1| 2| 3| 4| 5| 6| very inefficient
Two years from now: very efficient | 1| 2| 3| 4| 5| 6| very inefficient
Local/Regional Government

Now: very efficient | 1I 2| 3' 4| 5' 6| very inefficient
Five years ago: very efficient | 1| 2| 3| 4| 5| 6| very inefficient
Two years from now: very efficient | 1| 2| 3| 4| 5| 6| very inefficient

14 Hidden import barriers (other than published tariffs and quotas)

Now:
are an important problem in your country | 1| 2| 3| 4| 5| 6| are not an important problem

Five years ago:
were an important problem in your | 1| 2| 3| 4| 5| 6| were not an important problem
country

Two years from now:
will be an important problem in your | 1| 2| 3| 4| 5| 6| will not be an important problem
country

15. Public sector contracts

are not adequately open to foreign | 1| 2| 3| 4| 5| 6| are sufficiently open to foreign
investors investors

Is there anything of relevance concerning institutions in your country that we have neglected to ask? Please
comment freely.

I nfrastructure

1. Please judge the effect of the following factors on businesses in your country
[1 = significant adverse effect, 2 = adverse effect, 3 = minimal adverse effect, N/A]

____distance from a port city ___distance from energy sources
____distance from suppliers of inputs ____instability in a neighbouring country
_____distance from consumers __refugees from a neighbouring country
___distance from water sources (not for _____other

transportation purposes)

2. If you import, how long does it typically take from the time your goods arrive in their port of entry (e.g.,
port, airport) until the time you can claim them from customs?

days N/A
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3. The cost of telecommunications in your country

Now:
is affordable | 1| 2| 3| 4| 5| 6| is prohibitively expensive

Five years ago:
was affordable | 1| 2| 3| 4| 5| 6| was prohibitively expensive

Two years from now:
will probably be affordable | 1| 2| 3| 4| 5| 6| will be prohibitively expensive

4. Access to the Internet in your country

Now:
is difficult to obtain | 1| 2| 3| 4| 5| 6| is widely available

Two years from now:
will probably be difficult to obtain | 1| 2| 3| 4| 5| 6| will be widely available

5. The cost of access to the Internet in your country

Now:

is affordable | 1| 2| 3| 4| 5| 6| is prohibitively expensive

Two years from now:
will probably be affordable | 1| 2| 3| 4| 5| 6| will be prohibitively expensive

6. How many computers (approximately) does your firm use on a regular basis?

Now: Five years ago: Two years from now:
 none  none  none

0 1-10 0 1-10 0 1-10

0 11-100 0 11-100 0 11-100

0 101-1000 0 101-1000 0 101-1000

3 more than 1000 3 more than 1000 3 more than 1000

Is there anything of relevance concerning infrastructure in your country which we have neglected to ask?
Please comment freely.

Finance
1. “I have full confidence in the ability of my country’s financial system to provide financing to private firms
like mine.” To what degree do you agree with this statement?
Now: fully agree | 1| 2| 3| 4| 5| 6| strongly disagree
Five years ago: fully agree | 1| 2| 3| 4| 5| 6| strongly disagree
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Two years from now:  fully agree | 1| 2| 3| 4| 5| 6| strongly disagree

2. Of the following, please identify the four most important sources of your firm’s investment finance (in
land, plant and equipment) (1=most important, 2=second most important, 3=third, 4=fourth)

____a. Internal funds/retained earnings ___f. Family/friends

_____b. Equity, sale of stock _____ 0. Moneylenders, traditional or informal sources
___c. Local commercial banks ____h. Supplier credit

___d. Investment funds/special development finance _____I. Leasing arrangement

____e. Foreign banks _____]- Other (specify)

3. How severe are each of the following financial obstacles to the operation and growth of your firm?

No obstacle Minor Moderate Major
Obstacle Obstacle Obstacle

a. Collateral requirements of banks or financial 1 2 3 4
institutions

b. Bank paperwork/bureaucracy 1 2 3 4
c. High interest rates 1 2 3 4
d. Need special connections with banks/financial 1 2 3 4
institutions

e. Banks lack money to lend 1 2 3 4

f. Corruption of bank officials 1 2 3 4
g. Lack of access to foreign banks 1 2 3 4
h. Lack of access to non bank equity investors — 1 2 3 4
partners

i. Lack of access to specialised export finance 2 3 4

j- Lack of access to lease finance for equipment 1 2 3 4
k. Inadequate credit information system 1 2 3 4

4. Does your firm provide its shareholders with annual financial statements that have been reviewed by an external

auditor?
0 yes O no
5. In general, banks and other lending institutions in your country
make loans based on existing personal | 1| 2| 3| 4| 5| 6| do not make loans based on existing

relationships personal relationships

Is there anything of relevance concerning the financial institutions in your country which we have neglected to
ask? Please comment freely.
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Governance

1. Please judge on a four point scale how problematic are these different regulatory problems for the
operations and growth of your business (Please do not select more than 4 obstacles as “Major” (4)):

No obstacle Minor Moderate Major

Obstacle Obstacle Obstacle
a. Business Licensing 1 2 3 4
b. Customs/Foreign Trade Regulations 1 2 3 4
c. Labour regulations 1 2 3 4
d. Foreign currency/exchange regulations 1 2 3 4
e. Environmental Regulations 1 2 3 4
f. Fire, safety regulations 1 2 3 4
g. High taxes 1 2 3 4

2. How often does the government intervene in the following types of decisions by your firm?

Always Usually Frequently Sometimes Seldom Never
a. Investment 1 2 2 4 5 6
b. Employment 1 2 2 4 5 6
c. Sales 1 2 2 4 5 6
d. Pricing 1 2 2 4 5 6
e. Mergers/Acquisitions 1 2 2 4 5 6
f. Dividends 1 2 2 4 5 6
3. Government regulations are
Vague | 1| 2| 3| 4| 5| 6| precise
rarely enforced | 1| 2| 3| 4| 5| 6| fully enforced
4. Taxevasion in your country
is rampant | 1| 2| 3| 4| 5| 6| is minimal

5. In your country, irregular, additional payments connected with import and export permits, business
licenses, exchange controls, tax assessments, police protection or loan applications

Now:

are required for effective business | 1| 2| 3| 4| 5| 6| are rare in the business community

Five years ago:
were required for effective business | 1| 2| 3| 4| 5| 6| were rare in the business community

Two years from now:
will probably be required for effective | 1| 2| 3| 4| 5| 6| will be rare in the business community
business
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6. Does your firm typically need to make extra, unofficial payments for any of the following?:

Never Seldom Sometimes Frequently Mostly Always
a. To get connected to public 1 2 2 4 5 6
services (e.g., electricity, phone)
b. To get licenses and permits 1 2 2 4 5 6
c. To deal with taxes and tax 1 2 2 4 5 6
collection
d. To gain government contracts 1 2 2 4 5 6
e. When dealing with 1 2 2 4 5 6
customs/imports

7. How much do you estimate that your firm spends annually on these types of payments?

US dollars local currency

8.  When these extralegal payments are made, how confident can you be that the permit/service promised
will indeed be delivered?

Now: Not at all confident | 1| 2| 3| 4| 5| 6| very confident
Five years ago: Not at all confident | 1| 2| 3| 4| 5| 6| very confident
Two years from now: Not at all confident | 1| 2| 3| 4| 5| 6| very confident

9. What percentage of senior management’s time is spent with officials negotiating or obtaining licenses,
regulations, permits or tax assessments?

10. In the last five years, difficulties in dealing with government officials have:

O a. Increased O b. Remained the same O c. Decreased 3 d. Don't know

Is there anything of relevance concerning the process of obtaining licenses, permits, or regarding extralegal
payments in your country that we have neglected to ask? Please comment freely.

Labour and Health

1. Hiring and firing practices are

Severely restricted by the government | 1| 2| 3| 4| 5| 6| flexibly determined by employers
2. lliness and disease among the employees of your firm:
Now:
Impose significant costs on your business | 1| 2| 3| 4| 5| 6| do not impose significant costs on your
business
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Five years ago:

Imposed significant costs on your | 1| 2| 3| 4| 5| 6| did not impose significant costs on your
business business

Two years from now:

Will probably impose significant costs on | 1| 2| 3| 4| 5| 6| will not impose significant costs on your
your business business

3. What percentage of your company’s workforce do you estimate is HIV-positive?

4. How confident are you this figure is an accurate reflection of the actual infection rates of HIV?

Extremely confident | 1| 2| 3| 4| 5| 6| Not at all confident

5. How did you arrive at your answer to question 3?

O a. Blood tests 3 d. Combination (please specify)
3 b. Anecdotal information 3 e. Other
3 c. I guessed

6. Due to death and disability from HIV infection, does your company do the following?

Yes No Don’t
know
a. Hire more than one employee for management or technical a a a
positions
If so, how many additional people are hired per position?
b. Hire more than one employee for labourer or clerical a a a

positions
If so, how many additional people are hired per position?

7. Does your company provide the following employee services?

Yes No Don’t know

a. Routine HIV screening

Now: a a a

Five years ago: a a a

Two years from now: a a a
b. If so, is it anonymous testing? a a a
¢. HIV counselling or education

Now: a a a

Five years ago: a a a

Two years from now: a a a
d. Free condoms a a a
e. Health insurance a a a
f. Direct health care through a company a a a

clinic
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8. What are the total costs of all HIV-related testing, counselling, educational services provided by your
company?

9. What percentage of your company’s workforce has died as a result of AIDS-related illness (in your best
estimation)?

a. Now b. Five years ago c. Two years from now

10. Of those employees who are HIV-positive, can you estimate the percentage who are:

Level in organisation % Education level %
senior management No formal education
middle management Primary school graduates
clerical staff Secondary school graduates
Workers Trade school graduates
Other University graduates
Advanced degree holders

11. How would you rank the severity of the AIDS epidemic on the costs of running your business in the following

ways? (1-4 scale)

No Obstacle Minor Moderate Major
Obstacle Obstacle Obstacle
a. Health care costs 1 2 3 4
b. Funeral benefits costs 1 2 3 4
a. Time lost due to AIDS-related illness in 1 2 3 4
employee

b. Time lost due to employees attending funeral 1 2 3 4
c. Reduction in skill level of workforce 1 2 3 4
d. Training costs increasing 1 2 3 4
e. Quality of your company'’s product decreasing 1 2 3 4
f.  Firm’s strategic planning impeded 1 2 3 4
g. Firm morale decreasing 1 2 3 4
j.  Other (specify): 1 2 3 4

12. How has your company adjusted its policies or its corporate strategies as a result of AIDS?

13. Union organisation, labour unrest or general strikes

impose significant costs on your firm | 1| 2| 3| 4| 5| 6| do not impose significant costs on your firm
Comment
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14. Please provide the typical monthly salary (in local currency) of the following workers at your company:
based on full-time work (40 hours per week) and not including any payroll taxes paid by the firm or any
income taxes that the worker may eventually have to pay.

a. Office cleaning help:

b. Driver:

c. Mid-level secretary (5 years
experience):

d. Mid-level management
e. Senior management



15. Please provide the cost of one standard male haircut (in local currency).

Is there anything of relevance concerning the labour force or health issues in your country which we have
neglected to ask? Please comment freely.

Special section for firmsengaged in foreign direct investment
(to be skipped by other firms)

A foreign direct investment is defined as one of the following:1) a wholly owned subsidiary or branch in a country other
than the home country of the investing party; 2)a partially-owned subsidiary or branch; 3) a joint venture in another
country; 4)an ownership interest in an ongoing firm in another country.

Please check one of the following. Answers are based on............

O  your firm’s most recent investment
3 your firm’s most recently planned investment that was not undertaken
O  your firm’s next planned investment

1. Your foreign plant serves

O local markets with few exports O export markets with no local sales

2. If there are many other multinationals in the same industry in the country, you are

O  less likely to invest in a country O more likely to invest in a country
Comment
3. If there are many other domestic firms in the same industry in the country, you are
O  less likely to invest in a country O more likely to invest in a country
Comment

4. Please judge on a four-point scale how important these different factorsareto your decisions whether or
not to make a foreign direct investment. (Please do not select morethan five factors as " extremely
important™).

1 = extremely important: 2 = important: 3 = not important: 4 = not relevant

a. Tax holidays and other tax incentives

b. Investment incentives such as grants, cheap credit, government-sponsored training
c. Export zones and export incentives

d. Political stability

e. Predictability and reliability of government policies, regulations, or laws
f. Labour costs

g. Productivity and work habits of workers

h. Education levels of workers

i. Size of the domestic market

j- Ability to enforce contracts

k. Ability to repatriate capital and remit profits

. Cultural affinities such as language or religion

m. Infrastructure, such as roads, ports, telecommunications facilities
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n. Geographic location

Is there anything of relevance concerning your foreign direct investment decisions which we have neglected to
ask? Please comment freely.

Policy Advocacy
1. Does your company belong to a business or industry association, such as the chamber of commerce or a
commodity organisation?
0 yes O no

2. If you answered yes to question #1, name the business association or organisation.

3. Business associations (for example the Chamber of Commerce or commaodity associations) in your country

are a useful source of information about | 1| 2| 3| 4| 5| 6| are a poor source of information about
public policy affecting business public policy affecting business
effe_ctively represent the intere_st_s of | 1| 2| 3| 4| 5| 6| do not effectiyely represent the intgrests
business with government decision of business with government decision
makers makers

are controlled by the national government | 1| 2| 3| 4| 5| 6| are fully independent organisations

4. When your industry has a problem, government officials

Now:
work hard to take care of it | 1| 2| 3| 4| 5| 6| do little to help

Five years ago:
worked hard to take care of it | 1| 2| 3| 4| 5| 6| did little to help

Two years from now:
will work hard to take care of it | 1| 2| 3| 4| 5| 6| will do little to help

5. How often do you personally meet with the following types of people to discuss public policy issues that
affect the business community?

With political or elected representatives With civil servants With other business people
O daily O daily O daily

O once a week O once a week O once a week

O once a month O once a month O once a month

O  rarely O  rarely O  rarely

O other O other O other

6. Public officials (elected or appointed) in your country understand the problems of business

Strongly agree | 1| 2| 3| 4| 5| 6| strongly disagree
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7. When public officials in your country promise to do something, they follow through on it

Strongly agree | 1| 2| 3| 4| 5| 6| strongly disagree

8. In case of important changes in laws or policies affecting your business operations, public officials take
account of concerns voiced by either you or your business association

Strongly agree | 1| 2| 3| 4| 5| 6| strongly disagree

9. Public officials in your country are more likely to listen to representatives of other industries than they are
to anyone from your industry

Strongly agree | 1| 2| 3| 4| 5| 6| strongly disagree

10. In general, business in your country expects too much of government

Strongly agree | 1| 2| 3| 4| 5| 6| strongly disagree

Is there anything of relevance concerning policy advocacy in your country that we have neglected to ask?
Please comment freely.

General Questions

Please judge how problematic the following areas are for doing business. (Please do not select more than five
areas as "'very strong").
1=very strong: 2=strong: 3=not strong: 4=no impact: 5=not applicable to your situation

a. Regulations for starting business/new operator
b. Regulations on foreign trade (exports imports)
c. Financing

d. Labour regulations

e. Foreign currency regulations

f. Tax regulations

g. Tax rates

h. Inadequate supply of infrastructure

i. Policy instability

j- Inflation

k. General uncertainty on costs of regulations

. Crime and theft

m. Corruption

n. Government coups or political instability

0. Inadequate workforce educational levels

p. Geographical location

g. The work ethic in your country’s labour force
r. Inefficient government bureaucracy

s. Apathetic or indifferent politicians

Is there anything you wish to add, in particular on the competitive position of your firm or your country?
Please comment freely on any subject you feel we have neglected to address in our questions.
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